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Abstract 
In this article we discuss the concept of goodwill as it was perceived by prominent academics and practitioners of the 20th 
century in their theories on goodwill. The purpose of our study is to offer a complete overview of the theoretical background 
of goodwill, a concept which has been puzzling and debated for more than a century. We engage in a critical analysis of three 
theories on goodwill which passed the test of time, and are still discussed upon, today: P.D. Leake’s (1921) “The Super-Profit 
Theory”; Nelson’s (1953); “Momentum Theory of Goodwill”; and Lonergan’s (1995) analysis of goodwill divided into 
subcategories. Further, we identify and synthesize the literature for favorable opinions with regard to these theories as well as 
ardent critics which were given by other academics and practitioners. Throughout the article we constantly advance our own 
opinion and apply critical thinking in order to obtain a comprehensive chronological and qualitative study on the theoretical 
foundation of goodwill. The conclusion we reach following our study is that the concept of goodwill evolved in time, but that 
goodwill remains a thorny issue for which a final consensus remains yet to be reached. 
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1. Introduction and motivation 
The topic for the following study arose from the need to clarify how goodwill has fit in the accounting theories 
landscape throughout the ages. Cluskey et al. (2007) consider that knowledge of accounting theory in general is 
required by both academics and professionals, because accounting theory offers the necessary framework in 
which both groups should operate. By accounting theory Devine (1985) understands an “entire complex of logical 
rules, primitive terms, and semantic rules of correspondence, interpretations, definitions, and theorems, necessary 
to explain behavioral and physical observations”.  
The concept of goodwill is used interdisciplinary in accounting, economy, law, marketing, sociology or human 
resources. For the purpose of this article we will discuss the accounting concept of goodwill which can be defined 
using the Glossary in the International Financial Reporting Standards (IFRSs) as “an asset representing the future 
economic benefits arising from other assets acquired in a business combination that are not individually identified 
and separately recognized”.  
Goodwill is one of the most controversial assets in the balance sheet and the debate around it has been ongoing 
from the nineteenth century until today, whether it was about how the term was defined, recognized or accounted 
for in the financial situations. Hughes (1982), the author who wrote the most comprehensive study of the history 
of accounting goodwill, admits that the debate around goodwill was possible, because even though the origin of 
goodwill can be determined, its nature will always be prone to interpretation. This is the main reason why many 
authors have defined goodwill, a chronological review of the definitions can be found in Courtis (1983) or Ratiu 
and Tiron (2012), but very few authors have attempted to build a theory which best integrates the concept: Leake 
(1921), Nelson (1953) and Lonergan (1995).  
The remainder of the paper is organized as follows: in Section 2. we review prior literature related to goodwill 
theories and describe the research methodology we used for our article, in Section 3. we discuss the theories 
which are most used in relation to goodwill and finally, in Section 4. we present our concluding remarks. 
2. Prior literature and research methodology  
Numerous authors have given accounting theory the characteristics of a conceptual framework, comprised of 
accounting principles which have the role to guide and inform academics, researchers as well as professionals, 
Cluskey (2007). The accounting theories which we analyze in the next section present this main characteristic, 
because predominantly all of them introduce a new, different way of regarding goodwill.  
The need for a widely accepted and comprehensive theory of goodwill has been discussed by authors ever 
since the early 1900s. Kaner (1937) considers that up until then the existing theories were built merely on 
guesswork, rather than science. In his book “A New Theory of Goodwill” he seeks not to find this new theory- as 
one might be tempted to understand from the title-, but rather to broadcast the need for a goodwill theory built on 
“scientific knowledge obtained from analysis, research and classification” as he declares himself.  Kaner (1937) 
strongly argues the Super-Profit theory which he denies is suitable for its purpose and even calls it unscientific.  
But the literature is at times favorable to this theory as, three decades later, Carsberg (1966) highlights the merit 
of P.D. Leake for developing the Super-Profit theory of goodwill.  
Regional studies of goodwill and the underlying theories and policies behind it are numerous in the literature. 
Nobes (1992) is among the first authors in contemporary literature to conduct a study of goodwill in the 
particular setting of UK and his results demonstrate that certain cyclicity was observed with connection to the 
standards regulating goodwill. Ding et al. (2008) study the setting of four different countries with regard to the 
shareholder/stakeholder models which they relate to the balance sheet theory in order to explain the evolution of 
goodwill in these countries. Garcia (2012) follows into the research of Ding et al. (2008) to extend the analysis to 
the exotic setting of Japan. Results show that Japanese views on goodwill closely resemble those in the European 
countries. 
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Bloom (2008) reviews the first three theories which we analyze in this article in order to find historical 
arguments in favor or against amortization. 
The research methodology we found to be most adequate for this paper is a thorough content analysis of the 
literature. We first identify the main theories which explain the concept of goodwill, and then select those 
theories which were cited and discussed by other authors, because this way we could confirm that these theories 
stood the test of time. We carefully analyze these theories and present them using a personal interpretation.   
3. Prominent theories of goodwill 
3.1. The Super-Profit Theory of goodwill 
P.D. Leake (1921) defines goodwill as “the right which grows out of all kinds of past effort in seeking profit, 
increase of value or other advantage”. In an attempt to find a valuation method for goodwill he advances the 
theory of the super-profits of goodwill. By super-profit he means “the amount by which revenue, increase of 
value, or other advantage received exceeds any and all economic expenditure incidental to its production”. Leake 
claims that the entity acquiring the goodwill is paying for a share of the next year’s super-profits. He suggests 
that goodwill should be written-off in the period that the super-profits are expected to be earned. He even 
suggests that the super-profits are a given because the amount paid for goodwill secures, he says, “an extra 
profitable opening for the employment of capital”.  
What Leake actually proposes is the writing off of goodwill against the purchaser’s future earnings, for a 
certain period of time in which these earnings are supposed to arise. After all of the acquired goodwill is written 
off, Leake does not question that internally generated goodwill may appear and support future super-profits, but 
he advises against the recognition of this type of goodwill in the balance sheets. Having now access to review all 
the changes which goodwill has gone through in its history, we notice that Leake’s theory is the precursor of the 
amortization of goodwill practice and it was a first solution to the never ending problem of the accounting 
treatment of goodwill. 
Paton and Littleton (1940) support Leake’s theory and they accept that goodwill is merely an advanced 
payment for part of the income which will be earned in the future. They continue Leake’s rationale and explain 
that goodwill must be written off against future earnings, in order for the real earnings not attributable to 
goodwill to be measured. 
Carsberg (1966) tells about the first time Leake read his theory in 1914 to the Liechesters Chartered 
Accountants Student Society. He arose interest from the audience with this new theory and generated an 
increasing stream of writings on accounting subjects. After he makes a thorough analysis of Leake’s work, 
Carsberg (1966) reaches the conclusion that it may indeed be a refined collection of ideas which were discussed 
in the academic and accounting professional environment at the time, which Leake disseminates in his book. This 
does not, in any way, diminish the merit of Leake or the importance of his work. 
Kaner (1937) is an ardent critic of the Super-Profit theory and he dedicates an entire chapter of his book to 
discuss it. He argues that because super-profits can never be permanent Leake’s theory “must be specious”. He 
says that this valuation method is flawed because it doesn’t address all types of goodwill he mentions. He 
believes that because goodwill is influenced by its typology, by internal factors pertaining to the type of business 
it derives from and other external factors, a simple method of valuation is not feasible, nor is it scientific, but 
relies more on assumptions. Our opinion on the critiques Kaner brings forward is that the valuation of goodwill 
must indeed be customized, but that Leake’s theory does not impede this. We agree that the theory may be 
somewhat elusive on how exactly the evaluation must be made, but as for the treatment it proposes, it precluded 
amortization which was a common practice for IFRS adopters until 2005 and is still used in many other countries 
today. 
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3.2. The Momentum Theory of goodwill 
In 1953 Robert Nelson advances the Momentum Theory of goodwill which advances the hypothesis that “a 
businessman purchases a promotional push instead of an Annuity [making reference to the Annuities proposed by 
Leake] and that the “push” dissipates like momentum”.  Nelson clearly defines what the goodwill of a company 
consists of: “goodwill, customer lists, and organization costs, costs of development, trade names, secret 
processes, patents, copyrights, licenses, franchises, superior earning power, and going value”. The “push” is only 
explained by Nelson in connection to marketing, but Bloom (2008) finds more advantages the push can also be 
connected to: keeping the old personnel and exiting administrative organization, the benefit of having 
telecommunication connections in place, or even certain authorizations needed for the business to function. 
If at first Nelson’s and Leake’s theory appear to be similar, because they both propose amortization against 
future income, there are major differences between the two. First, Nelson does not link the existence of goodwill 
to the necessity of future super-profits. Rather, he considers that the momentum one gains from acquiring the 
goodwill of an existing business resides more in the time one saves from starting a new business from scratch and 
creating all these advantages the existing business brings along.  Second, even though a company may have 
profits, the existence of super-profits is not essential in Nelson’s theory. The only proof a prospective client 
needs, according to Nelson, in order to buy an existing business is that a marketing, promotional or other push 
exists, and thus it is more profitable to buy an existing business instead of building it from the beginning. Third, 
because this momentum would, in theory, last longer than the existence of super-profits, Nelson proposes that the 
initial investment would be amortized against income in a period of two to ten years, depending on how much the 
push lasts.  
For the opponents of Leake’s Super-Profit Theory, Nelson’s alternative theory seems to be a good alternative. 
This alternative that does not link the existence of goodwill to future super-profits, but instead acknowledges the 
momentum which results from the advantage of not spending resources worth more than something which can be 
bought: i.e. the going concern of an existing business and the presence in the market. 
Empirical evidence in support of Nelson’s theory is provided by Chauvin and Hirschey (1994). They findings 
indicate that there is a positive association between goodwill and post-acquisition advertising, which proves 
Nelson’s thesis that goodwill is value relevant.  
Nelson’s theory has not attracted much appraisal or criticism in the literature, and even though it is often cited 
in empirical papers, we cannot undoubtedly say that it represents that one theory of goodwill which researchers 
are striving to find. 
3.3. Goodwill analyzed through its components 
The idea to analyze goodwill through its components, which Lonergan (1995) advances, is not innovative, but 
he is the first author to build a theory around it. The reason behind the idea to distinguish between goodwill’s 
components is that Lonergan aims to find a non-arbitrary amortization period for goodwill. He considers that 
knowing exactly what the elements aggregated under goodwill are is decisive to find the correct amortization 
period. Lonergan’s theory is consistent with the bottom-up perspective, according to which attention is given to 
goodwill’s components rather than its measurement. The theory meets the requirements of the IFRS 3, which was 
a year later adopted by the SFAS 141 to disclose the elements that constitute goodwill in the notes of the 
financial situations.   
Bloom (2008) borrows Lonergan’s theory, and presents the constituents of goodwill, with some adaptation. 
We choose to present Bloom’s list because we find it brings added value to Lonergan’s. According to this 
improved list, goodwill consists of: various “synergy effects”, “the quality of the marketing team and general 
market expertise”, “consumer loyalty”, “economies of scale within the organization its self or resulting from 
acquisition”, “ a well-developed distribution network”, “benefits arising from location in a particular area”, 
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“possession of a monopoly in one or more areas of operation”, “know-how and technical skills vested in 
individual executives or teams within the organization”, “innovative use of technology”. In order to reach his 
initial purpose to find the right amortization period for goodwill according to its components, Lonergan creates 
four categories into which each component might fall under: short term, of 0 to 3 years; medium term, from 3 to 
7 years; long term, from 7 to 10 years; and very long term, from 10 to 20 years. Allocating each of the 
components into one of the four categories eliminates some of the arbitrary decisions which are made when 
amortizing goodwill, according to Bloom (2008). 
The question we pose regarding Lonergan’s theory addresses its core and relates to the definition of goodwill 
which we cite in the introduction of this article: if all goodwill components are individually identified, and they 
are separately categorized for amortization, then isn’t the whole concept of goodwill useless and bound to 
disappear? If that is the result from applying this theory of goodwill, Lonergan certainly is approved by Tearney 
(1981), who believes that, to the extent possible, goodwill should be annulled, and any excess payment made 
above the value of the assets acquired should be treated regarding its individual components. 
4. Conclusion 
Alphonse Karr (1849) once said that “the more thing change, the more they stay the same”. The accounting for 
goodwill has generated so many debates, which go back and forth, that one would be inclined to agree to his 
saying if they didn’t go into the depth of the matter of the evolution of goodwill in theories throughout almost a 
century. The theories we revised in this article present goodwill from various perspectives. It makes it easier to 
the researcher now, to understand how goodwill evolved as a concept and why the accounting treatment for 
goodwill fluctuates between one option and another. When goodwill is regarded from the position to generate 
super-profits or to offer acquiring companies a push which supports the company in its future development, when 
it is divided into components until it almost disappears as a sole concept, then the choice of how to recognize it in 
the balance sheet, to write it off, or amortize it steadily begins to make sense. Although limited to three theories 
which explain the concept of goodwill, this study helps our future research of the accounting treatment of 
goodwill which we will analyze in a chronological matter.  
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